ARTICLE Il

The Merger

Section 2.1. The Merger.

Subject to the terms and conditions of this Agreement, at the Effective Time (as defined
in Section 2.2), CFAC shall be merged with and into CareFirst, and the separate corporate
existence of CFAC shalf thereupon cease (the “Merger”). CareFirst shall be the surviving
corporation in the Merger (sometimes referred to herein as the “Syrviving Corporation”).

Section 2.2. Effective Time.

If all the conditions to the Merger set forth in Article VII shall have been fulfilled or
waived in accordance herewith and this Agreement shall not have been terminated as provided in
Article VIII, the consummation of the Merger (the “Closing”) shall take place at the offices of
Piper Marbury Rudnick & Wolfe LLP, 6225 Smith Avenue, Raltimore, Maryland 21209 as
promptly as possible, but in no event later than five (3) business days, after the satisfaction or
waiver of the conditions to the Closing set forth in Article VII that are to occur prior to, but not
on, the date of the Closing. The day the Closing occurs is referred to herein as the “Closing
Date.” The parties shall cause the Articles of Merger substantially in the form of Appendix C
(the “Axrticles of Merger™) to be properly exccuted and filed with the Maryland State Department
of Assessments and Taxation and any other required jurisdictions on the Closing Date. The
Merger shall become offective at the time of filing the Articles of Merger or at such later time
which the parties hereto shall have agreed upon and designated in such filing as the clfective
time of the Merger (the “Effective Time").

Section 2.3.  Charter.

The Charter of CareFirst (substantially in the form of Appendix D) m effect upon its

coaversion to a stock corporation immediately prior to the Effective Time shall be the Charter of
the Surviving Corporation, until duly amended in accordance with applicable law.

Section 2.4.  DBylaws:

The Bylaws of CareFirst (substantially in the form of Appendix E) in effect upon 1ts
conversion to a stock corporation immediately prior to the Effective Time shall be the Bylaws of
the Surviving Corporation, until duly amended in accordance with applicable law.

Scction 2.5.  Dircctors, Officers and Name of Carelfirst.

From and after the Clfective Time, until successors are duly clected or appointed and
qualificd in accordance with applicable faw, (i) the directors of CFAC immediately prior o the
Mecrger shall be the dircclors of the Surviving Comoration, and (ii) the officers of Carclirst
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‘mmediately prior to the Merger shall be the officers of the Surviving Cormporation. The name of
the Surviving Corporation from-andimmediately after the Effective Time shall continue to be
“CareFirst, [nc.”

ARTICLE III

Conversion of Shares; Purchase Price; Effects Of The Merger

Section 3.1. Conversion of Shares; Purchase Price.

At the Effective Time, each issued and outstanding share of CareFirst Common Stock
shall, by virtue of the Merger and without any action on the part of the nholder thereof, be
converted into the Per Share Amount. The “Per Share Amount” shall consist of the Per Share
Cash Consideration plus the Per Share Stock Consideration. The Per Share Cash Consideration
shall be an amount of cash (rounded to the nearest deHarcent) determined by dividing (i) the
Aggregate Cash Consideration by (it) the number of shares of CareFirst Common Stock
outstanding immediately prior Lo the Effective Time. The Per Share Stock Consideration shall
be that number of shares of Purchaser's Class A Common Stock (rounded to the nearest
wholeone hundredth of a share) determined by dividing (i) the Aggregale Stock Consideration
by (ii) the number of shares of CareFirst Common Stock outstanding immediately prior to the
Effective Time. Atthe Closing, each holder of outstanding CareFirst Common Stock as shown
on the books and cecords of CareFirst shall receive, in respect of cach sharc of CarcFirst
Conunon Stock, a certificate ot certificates representing the number of shares of Purchaser’s
Class A Common Stock along willt cash (or immediately available {unds) that together constitute

the Per Share Amount.

Section 3.2.  Effccts of the Merger.
" The Merger shall have (he elfects specified 1o Section 3-114 of the Maryland General
Corporation Law. -
ARTICLE IV
Representations And Warranties Of CareFirst

CarcFirst hereby represents and warranls to Purchaser as follows:

Section 4.1.  Organization, Qualification and Authorization.

(a) CarcFirst 1s a not-for-profit, non-stock corporation duly organized, validly

existing and in good standing under the laws of the State ol Maryland; cach CarcFirst Subsidiary -

is listed on the CarcFirst Disclosure Schedule. Each Prumary Carclirst Insurer is 2 non-stock
comporation of which CarcFirst 1s the sole member and is duly organizcd, validly cxisting and mn
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good standing under the laws of its stale of formation. Each CarcFirst Company (other than
CarcFirst and the Prmary Carelirst Insurers) has been duly formed and is validly existing and in
good standing under the laws of its jurisdiction of formation, which jurisdictions are listed on the
CareFirst Disclosure Schedule.

()  Each CareFirst Company has all requisite power and authority, corporate and
other, to carry on and conduct its business as it 1s BOW being conducted and to own or lease its
properties and assets, except where the failure to satisfy the representations of this Section 4.1(P)
would not result in @ CareFirst Matedial Adverse Effect. CareFirst has delivered or made
available to Purchaser accurate and complete copies of the articles of incorporation and bylaws,
or equivalent goveming instruments, as currently in effect, of each of the CareFirst Companies as
of the date hereof.

(c) Each CarcFirst Company is duly qualified to do business and is in good standing
in each jurisdiction in which the ownership of operation of its assets or the conduct of its
business requires such qualification, except where the failure to be sO qualified or in good
standing would not result in a Carelirst Malerial Adverse Effect. All such jurisdictions arc listed
ou the CareFirst Disclosure Schedule.

(d) No equily securty of any CareFirst Compary {s or may be required to be issued
by reason of any option, warrant, right to subscrbe to, call of commitment of any character
whatsoever relating 10, of security or night exchangeable of convertible into, shares of any capital
stock of such CarcFirst Company, and there are no contracts, commitments, understandings or
arrangements by which any CareFirst Company Is pound to issue oOf repurchase shares af its
capital stock, ot options, warrants ot nights to purchase ot acquire any additional shares of s
capital stock. All shares of the CareFirst Subsidianes are duly authodzed, validly issued, fully
paid and non-assessable, have not been issued in violation of, and are not subject to, any
preemplive right. There are o contracts, commitments, understandings oF arrangements DY
which any person has any right or claim (o become a member of CareFirst or any of the Primary
CareFirst Insurers. '

(e) The CareFirst Disclosure Schedule sets forth the equity of member interests of
each CareFirst Subsidiary that are owned by CareFirst orf another CareFirst Company- The
CarcFirst Subsidiary Shares are owned, possessed Of controlled by CareFirst, directly of
indicectly, free and clear of all liens, restrictions, claims, equities, charges, options, rights of first
refusal, encumbrances Of other restrictions of any kind, with no defects of title whatsoever.
CareFirst or another CareFirst Company has full power, right and authority to vote all of the
CareFirst Subsidiary Shares. CareFirst is not a party to of bound by any yoting trust, proxy of
other agreement affecting or relaling 1o the right to (ransfer or vote the CareFirst Subsidiary
Shares. :

Scction 4.2. Authority.

CarcFirst has all requisite power and authority 10 cxccute, deliver and perform this
Agrecment and to consummate the (ransactions contemplated hereby, subject O (he reccipt of the
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regulatory approvals set forth in Section 4.4(b) hereol. The execution and delivery of this
Agreement by CareFirst, the performance of its obligations hercunder and the consummation by
it of the transactions conternplated hereby have beent duly and validly authorized by the Boards
of Directors of CareFirst and B%%M, and except for the
approval of the Merget DY the Tax-Exempt Entities in their capacity as stockholders of CareFirst
following the Conversion, noO other corporate act of corporate proceeding on the part of the
CareFirst Comparnies is necessary to approve the execution and delivery of this Agreement, the
performance py CareFirst of its obligations nereunder or the consummation of the transactions
contemplated hereby.

Scction 4.3. Exccution and Binding Lffect.

This Agreement has been duly and validly executed and delivercd by CareFirst and
constitutes, and the other documents and instruments 10 be executed and delivered by CareFirst
pursuant hereto upon their execution and delivery by CareFirst on 0f prior to the Closing Date
will constitute (assuming, in each case, the due and valid authorization, execution and delivery
thereof by the other party of partics (hereto), legal, valid and binding obligations of CarcFirst,
enforceable against il in accordance with their respective teaus, except as such enforceability
may be limited by (@) pankruptey, insolvency, rehabilitation, reorganjzation, moratorium, of
similar laws affecting enforcement of creditors' nights generally and (b) general cquitable
prnciples.

Scction 4.4 No Violation; Counsculs and Approvals.

(a) Except as sct forth on the CareFrst Disclosure Schedule and subject 10 the

govcmmemal filings (and other matters) referred to 10 Section 4.4(0), the execution, delivery and

performance of this Agreement by CareFirst, compliance with the provisions,of this Agreement,

and the consummation by CareFirst or any CareFirst Company of the {ransactions contemplated -
hereby will not ) conflict with ot violate any provisions of the Charters 0T Bylaws it effect as of
the date hereof of any CareFirst Company (and with respect 10 CareFirst and the Primary
CareFirst nsurers, as such Charers and Bylaws arc o be amended (0 accomplish the
Conversion); (it) conflict with, violate or result in any breach of, or constitute a default whether
with or without notice or 1apse of time orf poth, or give rise to any rght of termuinatiorn,
cancellation of acceleration under any of the terms, conditions Of provisions of, or render
unenforceable, any note, bond, mortgase indenture, license (including any license granted by
BCBSA), franchise, permit, agreement, lease or other instrument O obligation 10 which any
CareFirst Company is a party of py which any CareFirst Company. its business or any of s
assels 1S pound; (iii) violate any statute, ordinance of law or any rule, regulation, order, writ,
injunction ot decree of any Governmental Entity applicable 10 any CareFirst Company. or by
which its business of any of its assets is bound; (iv) require any filing, declaration ot registration
with, or permit, consent or approval of, or the giving ol any notice L0, any Govemmcnta\ Entity;
or (v) resull in the creation or umposition of any lien, charge of encumbrance upon any CarcFirst
Company's assels; excluding from e foregoing clauses (other than clausc (1)) such conflicts,
violations, breaches and deflaults and  (ilings, declarations, rcgistrations, pcrmils, conscnts,
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approvals and notices, other than approvals of the BCBSA, the absence of which, in the
aggregale, would not resultina CareFirst Material Adverse Effect.

(b)y No consent, approval, order or authorization of, or registration, declaration or
filing with, any Governmental Entity is required by any CareFirst Company for the execution
and delivery of this Agreement by CareFirst or the consummation by CareFirst of the
transactions contemplated by this Agreement, except for (i) the filing with the FTC and the DOJ
of a notification and report form by CareFirst under the HSR Act; (1) &he—pfepasa@ea-aaé—ﬁ%iﬁg

: areats-withthose ﬁlin'os,—aad-appre*%-efrﬁie-&ﬁpfepéae—wg&ateﬁ—beé&eﬁa
m%{mwwwaa%fmwwwmmwm
j—aﬁ»sééet—ieaHegaeé%ag—%ﬁsa%aWela{ed approvals,_and legislative actions described in
Appendix G (collectively referred to as the «Careftirst-Primary Filings"™); and (iil) such other
consents, approvals, orders, authorizations, registrations, declarations and filings the failure of
which to be oblained or made would not, in the aggregate, result in a CareFirst Matedal Adverse

Effect.

Section 4.3. Financial Statements.

(a) CareFirst has delivered or made available to Purchaser copies of the financial
statements listed on the CareFirst Disclosure Schedule (the “CareFirst Financial Statements”)-
The CareFirst Financial Statements ar¢ (rue and complete in all matenal respects, have been
prepared in accordance with SAP or GAAD, as the case may be, consistently applied throughout
the periods covered by such statements (except as may be stated in the explanatory notes to such
statements) and present fairly, in all materal respects, the financial position and results of
operations (consolidated in the case of CaceFirst) of the CareFirst Companies at the dales of and

for the periods covered thercby. The CarcFirst Financial Statements for intedm periods are

subject to normal recurring year-end adjustments and lack explanatory notes.

(b)  Exceptas disclosed in the CarcFirst Financial Statements at and for the yeasninc
months ended Dec—embef—l_‘»-lr,——%%&ﬁgptcmhcr 30, 2001, no CareFirst Company has any
liabilities of any nature, whether known, unknown, accrued, absolute, contingent ot othenwise,
and whether due or to become due, probable ol assertion or not, except ligbilities that (x) were
incurred after Deeembes—%—k,—i_’-%(}&p(cmhcr 10. 2001 in the ordinary course of its business
consistent with past practices, of (y) in the aggregate would not have 2 CareFirst Matenial
Adverse Effect.

Section 4.6. Reserves.

(a) Except as sel forth in the CareFirst Disclosure Schedule_{21, the aggregate
actuarial reserves and other actuarial amounts held in respect of liabilities with respect to any or
all of the CarcFirst Insurers as established or reflected in Haeip—@ﬁpeeli*e—%@@@—ﬁﬂanc—m
sLu\emeMs—prev—ieus{y—deli«-‘ered—{e—l‘—urc—haser(hc CareRirst Financial Statements:

G-
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: (1) (A) were delermined in accordance with presently accepted actuanal
standards consistently applied, and (B) were fairly stated in all material respects in accordance

with sound actuarial prnciples;

(i) met the requirements of the applicable insurance laws of regulations of the
State of Maryland, the District of Columbia, the State of Delaware or any other state having
jurisdiction, in all matenal respects;

(ii) ~met the requirements of the BCBSA;

(iv) have been computed in all matenal respects of the basis of methodologies
consistent with those used in computing the corresponding rescrves in the pror fiscal year
(cxcept as may be stated in the explanatory notes {0 such statements);

) include provisions for all actuarial reserves and related items that are
required to be established in accordance wilh applicable laws and regulations; and

(v1) Carelirst is unawarc of any facts ot circumstances that would necessttate,
in the application of GAAD, the restatement of reserves above those cellected in the GAAD
balance sheets included in the most recent CareFirst Financial Statexncnts-deléwefeé—-{e—‘}arc—hases
pr-ier-ke—é%&date—he{eeﬁ

(b) Each Pomary CarcFirst Insurer’s surplus 1s oW, and immediately prior to the
Closing will be, not less than 100% of thic statutonly adequate reserve minimums required by
applicable law. ‘ '

Section 4.7. Taxes.

(a) As of the date hereof, each of the Prmary CareFirst Companies has been and, o
CareFirst’s knowledge, s an “existing Blue Cross and Blue Shield organization" as defined in
Section 833(c)(2) of the Code, and has (iled its federal income tax returns for all periods after the
effective date of Section 833 of the Code consistent wilh 1ts reasonable interpretation of the
treatment described in Section 833 of the Code.

(®) All federal income tax returns required to be filed by any CareFirst Company
have been properly and timely filed with the IRS, and all state and local income and premium tax
retumns required to be filed by any CareFirst Company have been properly and timely filed with
the appropriate state ot local taxing authorities, or an appropriate application for extension of
ime to file such returms has been filed, except where the failure to file such state and local tax
returns would not result in a CareFirst Material Adverse Effect. Except as set forth in the
CareFirst Disclosure Schedule {21, such tax returns wWere true, correct and complete in all
maleral respects at the lime filed, and cach CarcFirst Company has paid and discharged all
Taxcs shown lo be due on such rctums, other than such Taxes as ar¢ being contested in good

faith by appropriate proceedings and arc adequately reserved for on the most recent (inancial

statements.  Each CarcFirst Company has adcqualely reserved, 10 accordance with SAP or
GAAP, as applicable, on (he Gnancial statements referred Lo in Section 4.5, for the payment of all
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unpaid Taxes, including interest and penallics, payable in respect of any {axable event of period
(including intedm periods) ending on the dates of such financial statements and for all periods
peior thereto.

(¢ No claim or deficiency for any Taxes has been proposed, asserted, assessed or, t0
the knowledge of CareFirst, threatened, by the IRS or any other taxing authority or agency
against any CareFirst Compary which, if resolved against such CareFirst Company would, in the
aggregate, result in a CareFirst Material Adverse Effect. No requests for waivers of the time 0
assess any Taxes ac pending. Except as set forth in the CareFirst Disclosure Schedule, none of
the federal income tax returns for any CareFirst Company has been examined by of settled with
the IRS for any year, and none of the tax retumns for any CareFirst Companty remains open of

pending.

Scction 4.8, Absencee of Certain Chianges of Lvents.

Except as sel forth on Carelirst's Disclosure Schedule, since Decemiber 31, 2000 and
through the date of this Agreement, (a) cach of the CareFirst Companies has, in all matenal
respects, conducted 1ts business in the ordinary course consistent with past practices, (b) neither
CareFirst nor any CareFirst Subsidiary has (aken any action set forth in Section 6.1(a) which if
(aken after the date hereol would violate such Section, and (c) the CareFirst Companies have not
cxpcricnccd anany cvent oceurrence, developient oF state of circumsfances or facts that il
the qoarcaate, has had, or would reasonably be expected (o have, a CareFirst Malterial Adverse
Effect.

Scction 4.9. Litigation; Judicial Proccedings-

(a) A&—ef-{he—date—e{—ll13.5—Ag{ee{11e11L7—lhefeThcx‘c arc no judicial or administrative
actions, proceedings ot investigations pending o, 10 the knowledge of CareFirst, threatened, that
(i) question the validity of {his Agreement OF any action taken or to be taken by Carelirst in
connection with this Agreement, OF (i1) seek to prevent the consummation by CareFirst of any of
the transactions contemplated DY this Agreement.

(o) Except as set forth in the CareFirst Disclosure Schedulc—er—aS—e%bew*ise—diselesed
RS QYS{—{Q—P‘H{%SGF—@HF%&GEGAhQ—éa{e—GHMEW{, there is 0O
litigation, proceeding, suit, action, charge Of investigation pending of, to the knowledge of
CareFirst, threatened, ot any order, judgment, injunction, decree, plea agreement, stipulation of
award of any kind oulstanding, against of relating to any CareFirst Company, of iavolving any of
its property of pusiness, the outcome of which in the aggregale may reasonably be expected 0
result in a CareFirst Malerial Adverse Effect.

Section 4.10. Compliance with Lasw.

(a) Cacli Carcliurst Company is-conductingliils conducted its business i1 compliance

PAL D e

with all statutcs, laws, rules, rcgulnlions, ordinances, dcecreces, judgmcms, illjtli\Cli*D‘\S and ordcers
applicable 10 i (including  thosc relating to ERISA, abor laws, Health Benelit fLaws,

2
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cnviror\mental»laws and health and safety matters), except where such failure to comply would
not have & CareFirst Material Adverse Effect, and has not received any notice that it is in
material noncompliance with any such statutes, laws, ules, regulations, ordinances, decrees,
injunctions of orders.

@®) Each CareFirst Company currently holds all permuts, licenses and approvals of
every Governmental Entity necessary for the ownership of its respective assets and the operation
of its respective businesses (’mc\ud'mg those relating t0 ERISA, labor laws, Health Benefit Laws,
environmental laws and health and safety malters) except where the failure 0 hold such permits,
licenses Of approvals would not result in a CarcFirst Material Adverse Effect. The CareFirst
Disclosure Schedule sets forth a complete list of all material permits, licenses and approvals of
the CarcFirst Comparnies. u

©) Each CarcFurst Company is in compliance with atl such permits, licenses and
approvals, except where such fatlure 0 comply would not result in a CareFirst Material Adverse

Effect.

(d) No CareFirst Company nor aty officer, cmployes, agend, reprcscmativc or other
person acting on the CXpIEsS, implied of apparent authodity thereof, has paid or received any
bribe or other ualawful, questionable or unusual payment of money of other thing of value,
granted Of accepted any extraordinary discount, of furnished or been given any unlawful ot
unusual inducement o Of from any person of Govermmental Cality 10 connection with or in
furtherance of the business of any CareFirst Company

(e) All information provided by cach CareFirst Company in connection with the
preparation and filing of any regulatory notice or other regulatory filing was tru&, complete and
accurate in all material respects when made.

Each CareFirst Company 15, 10 the extent applicable, in compliance in all material
respects; with all rules and regulations of the BCBSA.

Section 4.11. Certain Coantracts and Commitmcuts.

(a) All CareFirst Material Contracts are listed on the CareFirst Disclosure Schedule.
CareFirst has delivered 0 Purchaser, OfF provided Purchaser with the opportunity to review,
complete and accurate copies of all of the CareFirst Material Contracts o which it is a party and
all amendments thereto. The CareFirst Disclosure Schedule contains an accurate and complete
summary description of any CareFirst Material Contract that is not in writing.

s

() No CareFirst Company is in default, not does there exist any event that, with of
withiout notice of lapse of time of poth, would coustitute 2 violation, breach ot default by any
CareFirst Company under any CarcFirst Material Contract, and each CareFirst Material Contract
is valid, binding and in full force and cffect, and to the knowledge of CareFirst, therc is 0O
violation, breach of default by any other party lo any CarcFirst Material Contract and 10 other
party has notificd a Carelirst Company of 1S intention Lo cease 0 perform any scrvices required
o be pcrformcd by such other party of withihold any payment required Lo pe made by such other
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party to it thereunder, excepl O the extent that any such violation, breach or default would not
resultin a CareFirst Material Adverse Effect.

Section 4.12.. Employec plans; ERISA; Labor Ivatters.

(a) The CareFirst Disclosure Schedule contains 2 list, which is accurate and complete
in all material respects, of all the Benefit Plans maintained by the CareFirst Comparues (the
«CareFirst Plans™), including all material employment, consulting, non-competition, severance,
change of control, executive compensation; incentive and other similar agreements.

(o) Each CareFirst Company 1is not, and has nevet peen obligated to make any
contributions to any multi-employer plan, as defined in Section 3(37) of ERISA. The CareFirst
Plans have been administered, 10 all material respects, in compliance with the applicable
requircments of the Code and ERISA. No CareFirst Company, 1ot to the knowledge of
CareFirst, any plan fiduciary of any CareFirst Plan has engaged 10 any transaction in violation of
Section 406(a) or (b) of ERISA for which no exemption exists under Section 408 of ERISA or
any “prohibited (ransaction” (as defined 1in Section 4975(c)(1) of the Code) for which no
exemption exists pursuant o Section 4975(c)(2) ot (d) of the Code. With respect Lo each of the
CareFirst Plans that is subject o Title IV of ERISA, as of the Closing, the fair market value of
the assets of such CareFirst Plan will equal or exceed the present value of all benefit liabilities of
such CareFirst Plan, if such CareFirst Plan were terminated as of the Closing. No CareFirst
Company has i effect any steck option ot stock purchase plan.

(c) Except for CareFirst’s obligation to make contributions under the CareFirst Plans
and except for its self-insured arrangements (each as disclosed in the CareFirst Disclosure
Schedule), CareFirst is not subject to any direct obligation of liability under any of the CareFirst
plans. Each CareFirst Company has paid in full to its employees, agents and coutractors all
wages, salanes, comuissions, ponuses and other direct compcusation (or all services pcrformed
by them, except where the failure to make such payment would not have a CareFirst Material
Adverse Effect. No CareFirst Company is liable for any severance pay ot other payments on
account of termination of former employees except 83 disclosed in the CareFirst Disclosur®
Schedule or as would not have a CareFirst Material Adverse E(flect.

(d)  Each CareFirst Company has complied in all material respects with the applicable

provisions of ERISA, the published authorities thereunder and all applicable federal and state

laws relating 10 the CarcFisst Plans, including laws relating to the employment of labor
(including the provisions thereof relating t0 wages, hours, collective bargaining and the payment

----- of social securily and taxes), and is not liable for any arrearages of wages, any tax ot any penalty
for failure to comply with any of the foregoing, except where such failure 0 comply orf liability
would not have 2 CareFirst Malterial Adverse Effect.

(e) Therelxcept as cet forth in thic Carclirst Disclosure Schiedule, () thert is no
 matesal labor strike, disputc, slowdown 0F sloppage actually pending of, o the knowledge of
CareFirst, threatened against or a(ecting a Carelirst Company or its business, eﬁc—e;)t—aweu\d
________ nol—«\\uve—ﬂ-GaleTuirst—Ma\eliml—/\d\:exse-—E—f-fec—L——E—Hc—ept—ﬂs-s«vou\d—ﬂot—ha\'e—a-@amﬁ15\—Matex'm\
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Aé-asefse—-x‘;@fee!r:—_—(%i__i) no representation question exists with respect o the employees of 2
CareFirst Company; and—{(iii) no collective bargaining agreement with employees of any
CareFirst Company is in effect or currently being negotiated, and (iv) €0 CarcFirst’s
knowledge, within the past five vears there has not been, NOC is_there nresently pending,
any attempt to oroanize non-union employees, nor arc there plans for any such attempts.

® CareFirst has delivered or made available to Purchaser copies of all documents
and summary plan descriptions, which are true and correct, with respect to the CareFirst Plans, ot
summary descriptions ofany CareFirst Plans not otherwise in writing.

(g) Tothe knowledge of CareFirst, there ar¢ 0o negotiations, demands or proposals
that are pending which concern matlers now covered, or that would be covered, by plans,
agreements Ot arrangemeants of the type described in this Section 4.12. '

(y  Exceptas disclosed in the CareFirst Disclosure Schedule:

Q) Each CareFirst Company has pcr(ormcd in all material respects all of its
obligations under all of the CareFirst Plans. '

(i) To the knowledge of CareFirst, there are no actions (other than routine
claims for benefits of other actions that would not have a CareFirst Material Adverse
Effect) pending Of (hreatened against the CareFirst Plans of their asscts, or arising out of
the CareFicst Plans, and, to the knowledge of CarcFirst, no facts exist which may
reasonably be expected (0 give rise to any such actions.

(i) Each of the CareFirst Plans cani be terminated by 2 CareFirst Company
within a perod of thirty (30) days following the Closing, without payment of any
additional compensation 0t amount or, with the exception of the termination of any
CareFirst Plans 0 which Section 401(a) of the Intermal Revenue Code applies, the
additional vesting ot acceleration ol any such benefits.

Q) Except as required by applicable law of as %ﬂé—ﬂeHﬁ%—&M
CareFirst W%—Ege@tmmosurc Schedule, since December 31, 2000, there has not
been any adoption of amendment i any material respect Dy any CareFirst Company of any of
the CareFirst Plans providing benefits to any current or former employes, officer or director of
any CareFirst Company. Except as disclosed in the CareFirst Disclosure Schedule, since
December 31, 2000, no CareFirst Company has taken any action to accelerate any rights of
benefits under any CareFirst Plan, either generally of specifically, for the benefit of any trustee,
director, officer of employee or class thereof, excluding non-material acceleration of rights of
penefits or payment of non-material amounts by any CareFirst Company upot the dismissal of
any of ils non-officer employees in the ordinary course of business.

() Except as disclosed in the CareFirst Disclosure Schedule:

(1) A CarcFirst Company has rcceived @ favorable determination  letter
(current through the Tax Reform Act of 1986) with respect 0 all CarcFirst Plans L0 which

Sl -
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Section 401(a) of the Code applies and, 10 the knowledge of CareFirst, there are no facts
that exist nor amendments that have been made that are reasonably likely to change the
qualified status of such CareFirst Plans.

(i)  None of the CareFirst Plans obligates any CareFirst Company to pay
saparation, severance tecmination or other benefits solely as a result of the
consummation of the transactions conternplated by this Agreement.

Section 4.13. Capital Stock.

(a) The CareFirst Common Stock to be issued to the Tax-Exempt Entities in
connection with the Conversion, when issued in accordance with this Agreement and Appendix
A hereto, will be duly and validly ‘ssued, fully-paid and nonassessable and will be issued 1n
accordance with applicable (ederal and state laws. Upon issuance, the shares of CareFirst
Common Stock to be issued to the Tax-Exempt Entities in connection with the Conversion will
be the only equity securities of CareFirst issued and outstanding.

(b) Other than as contemplated by this Agreement, there are not outstanding nor is
CarcFirst bound by, any subscriptions, options, precmplive rights, warrants, calls, commitments,
or agreements of rights of any character requiring it to issue or cntitling any other person or
enlity to acquire any shares of CareFirst Common Stock or any other equity security of
CareFirst, including any rght of conversion o other instrument, and CarcFirst is not and,
following the Conversion, will not be, obligated to issue ot (ransfer any shares of its capital stock
for any purpose. There are, and following the Conversion there will be, no outstanding
obligations of CarcFirst to purchase, redeem or othenwise acquire any outstanding shares of its
capital stock.

Section 4.14.: Brokers and Finders.

Except for Credit Suisse First Boston, whose fee shall be the sole responsibility of
CareFirst, neither CareFirst nor any of its officers, directors of employees has employed any
broker, finder or investment parker or incurred any liability for any brokerage fees, comumissions.
or finders’ fees or—other—fees—in connection with the transactions contemplated by this
Agreement. %%W%M a—have
peeaCarelirst has provided to Purchaser_a_copy 0f s engagement letier yith Credit Suissc
First Boston, which letfer sets forth all of the terms of its engagement with Credit Suissc
First Boston with respect to this Agreemient and the transactions contemplated licreby.

Section 4.15. Environmental Matters.

(a) The CareFirst Disclosure Schedule contains a list of all environmental assessment

reports preparcd by or oa behall of Carclirst of its predecessors (the “Careltrst Eovironmental

Reports™) with respect 0 CareFirst Owned Property and real property {cased by any CarcFirst
Company (collcetively, the “CarcelFirst Propertics’). CarcFirst has delivered o Purchascr, of
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provided purchaser with the opportunity review, copies of all the CareFirst Environmental
Reports, which are accurale and complete in all material respects.

(b)  Except for those malters set forth in the CarcFirst Environmental Reports, 1O
CareFirst Company has stored of used any Materials of Environmental Concernt at any CareFirst
Property, except ‘0 such quantities and under such conditions as would normally be associated
with the operation and maintenance of an office facility and, at all times, in materdal compliance
with the Environmental Laws except for such non-compliance 25 would ot reasonadly be
expected to have 2 CareFirst Material Adverse Effect.

(c) No CareFirst Company has received (1) any request for information under Section
104(e) of the Comprehensive Environmental Response, Compensation and Liability Act ot
similar authont, (il) any wrilten notice, complaint, warning letter of notice of violation of any
Environmental Law of eqvironmental permit of (ii) any notice that it is responsible (ot
potentially responsible) for the assessment of remediation of any release of any Material of
Eqvironmental Concern at, on of penecath any CarcFirst Property OF with respect to any other
propetty excepl as would not reasonably be expected 10 lave a CarcFirst Malerial Adverse
Effect.

(d No CareFirst Company 18 the subject of any actual or, t0 CareFirst’s knowledge,
wreatened federal, state, local of prvale litigation involving a claim of liability or 2 demand for
damages afsing out of any actual alleged violation of any Environmental Law or from the
alleged or (hreatened release of any Material of \En\'ironmcntal Concem at orf benecath any
CareFirst Property Of otherwise relating to the environmental condition of any other property
which, in the aggregats, could reasonably be expected 10 result in a CareFirst Material Adverse
Effect.

(e) Except for those matters sct forth in the CarcFirst Environmental Reports or the
CareFirst Disclosure Schedule, 1o CareFirst Company has knowledge of any release Of
threatened release of a Material of Environmental Concer, the presence of any current of former
dry-cleaning facility, the presence of any current of former storage {anks, the presence of any
asbestos containing material or the presence of any other condition Of circumstance at any
CareFirst Property which could reasonably be expected t0 subject the OWner or operato? of any
CareFirst Property © liability or claims under the Environmental Laws which, in the aggregate,
could reasonably be expected to resultina CareFirst Material Adverse Effect.

(5 Except as set forth in the CareFirst Eqvironmental Reports, 10 CareFirst’s
knowledge, there arc 10 environmental conditions present at any CareFirst Property which pose
an imminent of substantial endangerment O human health ot the environment.

Except for those malters set forth in the CareFirst Environmental Reports, neither
any CarcFirst Company nor any Carelicst Property is currently 10 violation of any applicable
Environmental Law which could subject the owner or operator of any CarcFirst Property to any
finc or require any remedial action of any Carelirst Property, which, in the aggregale, could
reasonably be cxpected O cesult in a Carclirst Malerial Adverse E(fect.
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(R) Each CareFirst Company has timely filed all reports required by any
Eavironmental Law and has generated and maintained all data, documentation and records
required under any Environmental Law, except where (he (ailure to file such reports oOf generale
and maintain such data, documentation and records could not reasonably be expected to result in
a CareFirst Material Adverse Effect.

1) No CareFirst Company has knowledge of any existing of imminent restriction on
the ownership, occupancy, use of transferability of any CareFirst Property arising out of any
known environrnental condition of violation of any Enviroamental Law that, in the aggregate,
could reasonably be expected to result in a CareFirst Material Adverse Effect.

Section 4.10. Non-competition Agreements.

Except as disclosed in the CareFirst Disclosure Schedule, no CareFirst Compaily 1
bound by any non-competition agreements Of similar material restrictions on its ability to sell
any products ot services, engage in any line of business, Of conduct their respective businesses.

Section 4.17 Resale Registration Statement; Purchaser’s Proxy Statement.

“The information supplied or 1o be supplied by CarcFirst in wnting for inclusion in-the
Resale Registration Statement of Purchaser’s Proxy Statement does not and will not contain any
untrue statement of material fact and does not omit or will not omit to state any material fact
required to be stated therein 0F necessary in order o make the statements therein, in light of the .
circumstances 1o which they werc made, not misleading.

Section 4.18. Insurance Policies.

All of the CareFirst Companies’ matedal insurancg palicies (including reinsurance) thal
insure the properties, business ot liabtlity of the CareFirst Companies 0f the liability of their
directors, officers or agents are listed in the CareFirst Disclosure Schedule. Except {o the extent
(hat there would be no CareFirst Material Adverse Effect, all of the CarcFirst Companies’
insurance (including reinsurance), surety bonds and umbrella policies insuring the CareFirst
Companies and their directors, officers, agents, properties and business are valid and in full force
and effect and without anty premiurm past due, and there are 0o claims, singly of in the aggregate,
under such policies which are in €xcess of the limitations of coverage set forth in such policies.
Except as where any of the following would not have a CareFirst Material Adverse Effect, no
CareFirst Company has received notice of default under, or intended cancellation or non-renewal
of, any material policies of insurance (including ceinsurance) which insure the propertics,

business or liability of the CareFirst Companies.
Scction 4.19. Iatellectual Property-

The CarcFirst Disclosure Schedule contains all material applications of registralions for
palents, (rademarks and copyrights owned by any CarcFirst Company and all material licenses of
other agreements conceming Intelicetual Property L0 which any CarclFirst Company is a party.
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Except as set forth in the CareFirst Disclosute Schedule or as would not reasonably be expected
to have a CareFirst Material Adverse Effect, (1) each CareFirst Company owns or has the right to
use all Intellectual Property necessary 10 conduct its business as currently conducted, (ree and
clear of all claims, liens OF other encumbrances ot restrictions of any kind; (i) the CareFirst
Companies’ Intellectual Property does not infringe any Intellectual Property of any third pattys
(i) there are no pending ob to the knowledge of CareFirst, threatened actions Ot litigation
against any CareFirst Company challenging thelr ownership or us€ of any Intellectual Propettys
and (iv) the CareFirst Companies take reasonable actions 10 maintain and preserve their
respective Intellectual Property.

Section 4.20. Real and personal Property.

(@ The CarcFirst Disclosure Schedule scts forth a list and description which is true,
complete and correct of all real property. owned by CarcFirst or any of the CareFirst Subsidiaries
(the «CareFirst Real Property’): CareFirst or on¢ of the CareFirst Subsidiaries is the owner of
the title to the CareFirst Real Property and to all of the buildings, structures, and other
improvements located thereon (rce and clear of any mortgage, deed of trust, lien, pledge, secunty
interest, claim, lease, charge, option, right of first refusal, casement, restictive covenant,
cncroachment ot other survey defect, encumbrance or other restriction of limitation except for
malters on the CarcFirst Disclosurc Schedule or any CarcFirst Permitted Liens.

(b oy—The CarcFirst Disclosute Schedule sets (octh a list and description which
is true, complete and correct of all 1eases, subleases, licenses or other agreements under which
CarcFirst or any of the CareFirst Subsidiaries uses or occupies, of has the right to use ot occupy,
now or in the future, any real property Of improvements thereon (the «CareFirst Real Property
Leases’). Except for matters listed on the CareFirst Disclosure Schedule, CareFirst or one of the
CareFirst Subsidiaries holds the leasehold estate under an interest ‘n each CareFirst Real
Property Lease {ree and clear of all liens, encumbrances'and other rights or occupancy, except .
for matters ot the CareFirst Disclosure Schedule or any CareFirst permitted Liens. Except as sét
focth on the CareFirst Disclosure Schedule, there is not under 8ny such CareFirst Real Property
Lease any existing default, of any condition, event, Of act which with notice or lapse of time, O
both, would constitute such 2 default, which in either case, considered in the aggregale with all
such other CarcFirst's Real Property Leases under which there is such 2 default, condition, event

or act, would have 2 CareFirst Material Adverse Effect.

Section 4.21. Tndebtedness.

The CarcFirst Disclosure Schiedule sets forth 2 complete and aqceuratl list_and
description of all instruments OF other documents relating {0 any_direct OC indirect
ip__dchmdncsq for bomowed MONEY. of CarcFirst or.3d Carclirst Subsidiary (and _the amounts
aowed thiercunder a5 of the date of this Aﬁrccmcno. as well as other material indchtcdness
by way of leasc-putchase nrrnngcmcn(s. ouarantCces, undcr(nkiggs on which othiers rely in
extending credit, and all conditional sales contracts, chattel morieagcs and _othict securily

o=

________ arrangcmeitts with respect Lo pcrs‘ou'.xL_Dropcr(wcd or owned Y. Carclirstota Carclirst
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